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ADVANCE LETTER ON 



GENERAL BUSINESS CONDITIONS 

September /, IQ20 

(The Date Refers to the Day of Final Revision) 



OUR index of speculation, curve A, which includes 
both prices of stocks and volume of sales, con- 
tinued to decline gradually in August. Actual rates on 
commercial paper stiffened slightly, but the figures cor- 
rected for seasonal variation, curve C, show some 
recession. 

During the pre-war period, 1903-14, business activity 
and commodity prices, curve B, continued to decline for 



seems already to be accompanied by an arrest of the 
rapid decline of curve A. In other words, extensive 
liquidation in security markets has apparently ended. 

At the present writing curve C seems to have passed 
the turning point and curve A to be near one, the former 
at the crest and the latter at the trough of the wave. If 
money continues to be high during the autumn, as ap- 
pears probable, the prices of securities may hardly be 
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Group A — Speculation : New York Bank Clearings, Shares Traded on the New York Stock Exchange, Price of Industrial Stocks. 

Group B — Business : Bank Clearings Outside New York City, Bradstreet's Price Indices. 

Group C — Banking: Rate on 4-6 Months Commercial Paper, Rate on 60-90 Day Commercial Paper. 



Explanation: Each one of the three curves is based upon a homogeneous 
group of statistical series, that is, the members of each group have synchron- 
ous cyclical fluctuations after having been corrected for seasonal variation 
and normal growth, and expressed in comparable units. In other words, the 
corrected series of each group fluctuate together. 

Our interpretation of the fluctuations of the three curves of the current 
index chart is based upon the relationship which was discovered among simi- 
lar curves for the period 1903-14. All three curves had wave movements, but 
the upward swings and the crests of the waves were not reached simultane- 
ously. The major movements of speculation preceded those of business by 
4 to 10 months, and the movements of business preceded those of banking by 
2 to 8 months. The sequence of movements holding for upward swings and 
crests also held for downward swings and troughs. 

The relationship between the curves which held for the pre-war period 
appears to have reestablished itself in 1919 so that the movements of the 
curves constitute a basis for forecasting. Our forecasts, however, are not 
based solely upon the index of general business conditions, but they allow for 



the differences in underlying conditions as revealed by economic analysis. 
Last autumn and winter, the persistent rise of rates on commercial paper, 
curve C, and the decline of speculation from the high point of October, 
curve A, forecasted a decline of business activity and commodity prices, 
curve B, to be inaugurated in the spring of 1920. In fact business unsettle- 
ment was noticeable in April and it has increased since that month while 
Bradstreel's index of commodity prices has receded since May. 

The duration, rate, and extent of the recession in business activity and 
commodity prices depend upon the operation of two powerful opposing 
forces. On the one hand, the shortage of commodities and buildings, abnor- 
mal foreign demand for goods and credit, the railroad tie-up, and active retail 
trade in the United States make for immediate business activity or higher 
prices. On the other hand, inflated currency and credit, depleted reserves and 
increasing interest rates, all indicative of capital strain, make for a slackening 
of business activity and lower prices. At present the money market appears 
to be the crux of the situation, but we recognize the possibility of the 
entrance of other factors which may alter the course of developments. 



six to ten months after rates for commercial loans had 
passed the peak. If such rates have now passed the 
peak it would indicate that the liquidation in commod- 
ity markets now in progress will come to an end some- 
time between December 1920 and April 1921. 

In the past our index of speculation, curve A, reached 
its low points at the same time curve C reached peak, 
or very shortly after. During the ensuing periods of 
receding interest rates, the prices of stocks and the 
volume of sales, curve A, either ceased to fall or started 
to rise. The present downward movement of curve C 



expected to rise greatly. On the other hand, if the cor- 
rected money curve has passed the peak, as appears 
likely, further extensive liquidation in security markets 
is not indicated. Of course, some untoward event may 
occur in Europe or elsewhere, that will result in drastic 
liquidation, but nothing of this sort is now on the 
horizon. 

It does not appear, on September 1, that the banks 
will have unusual difficulty in financing the crops. In 
the past, 1870-1913, lawful money in the vaults of na- 
tional banks decreased 5 per cent, on the average, be- 
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tween July and October. On July 23, 1920 the federal 
reserve banks had outstanding notes amounting to 3,1 18 
million dollars. If the banks should increase the volume 
of notes in actual circulation by 10 per cent the ratio 
of cash reserves to demand liabilities of the combined 
federal reserve banks would still be over 40 per cent. 

Considering the present status of curves A and C in 
connection with the banking situation we conclude that 
the outlook for the autumn and early winter is con- 
tinued liquidation in commodity markets, financing of 
the crops and holiday trade without unusual difficulty 
but at high rates, and a possibility of easier money 
with an upward turn in security prices. 

Speculation 

In August curve A, representing speculation, con- 
tinued the slow decline that had been in progress since 
May. The decline resulted from recessions in New 
York bank clearings and in the prices of industrial 
stocks sufficient to overcome a moderate increase in the 
volume of shares traded. 

New York bank clearings decreased from 19,830 mil- 
lion dollars in July to 17,890 millions in August, a fall 
of about 10 per cent. August clearings are usually be- 
low July clearings by about 6 per cent, and September 
clearings run 1 or 2 per cent under August. 

The average price of twenty industrial stocks was 
$85.40 in August compared with $90.60 in July. The 
average prices of twenty rails in the two months were 
$74.60 and $72.80, respectively. The fluctuation in the 
average prices of industrials has been much greater in 
recent years than that of rails. In 1920, thus far, the 
high and low quotations for industrials were $109.88 
on January 3 and $83.20 on August 10; the high and 
low quotations for rails were $78.83 on March 15 and 
$67.83 on February 11. Since 1906 railroad stocks have 
gone through an extended period of liquidation so that 
now prices are little more than half what they were in 
the earlier year. Witn the railroads returned to private 
control and increased rates in effect it is probable that 
rails will attract an increasing amount of attention from 
speculators and investors in the months to come. 

The volumes of sales on the New York Stock Ex- 
change last month was 14,320,000 shares compared 
with 12,540,000 in July. The number of shares sold in 
August was about half what it was in March and April 
of this year. 

Banking 

Curve C, representing rates on commercial paper duly 
corrected for seasonal variation, declined moderately in 
July and August. Actual average rates increased some- 
what in August but the increase was not so great as that 
usually occurring in the beginning of the crop moving 
season. 

Good single name 4-6 months commercial paper in 
New York is quoted at 8? per cent and choice double 
name 60-90 day paper at 8 per cent. We are now en- 
tering a four months period (September to December) 
when rates for short time loans are usually higher than 
at any other season of the year. Unless commercial 



requirements show an unexpected decline, it is im- 
probable that actual bank rates will be very much easier 
until the turn of the year. 

Since July 23 the ratio of cash reserves to demand lia- 
bilities of the combined federal reserve banks has fallen 
steadily from 44.4 per cent to 43.2 on August 27. This 
decline has resulted from a week-to-week increase both 
in bills discounted and in federal reserve notes issued. 
On August 27 the volume of notes in actual circulation 
was 3,204 million dollars, a new high record. 

A year ago the ratio of reserves to demand liabilities 
of the combined federal reserve banks was over 50 per 
cent, speculation was active, prices of both securities 
and commodities were increasing rapidly, and the rate 
on commercial paper was $h per cent or less. Today 
the reserve ratio is only 43.2 per cent, speculation in 
both securities and commodities is depressed, prices of 
securities are relatively low, prices of commodities are 
declining, and short time money is quoted at 8 per cent 
and upwards. Comparing the situation this year with 
that of a year ago we find it improbable that the de- 
mands of business and speculation upon the banks will 
expand as they did last autumn. In spite of the lower 
reserve ratio the present condition of the federal reserve 
banks is not such as to cause serious apprehension. 

Business 

The data for curve B are not available at this writing. 
The indications are, however, that outside bank clear- 
ings will be less in August than in July by the usual 
seasonal amount of 7 or 8 per cent and that commodity 
prices will show a significant decline. 

The prices of many important commodities are still 
very much higher than they were a year ago. The quo- 
tations for brick, cement, lumber, and paints, although 
"nominal" in some cases, are from 25 to 100 per cent 
above those last year. Coke is treble, newsprint double, 
iron and steel from 25 to 75 per cent above the corre- 
sponding prices a year ago. On the other hand, silk is 
quoted at two-thirds, hides and coffee at one-half, 
leather at three-fourths, and rubber at three-fifths last 
year's prices. 

The outstanding feature of August continued to be 
hesitancy among all classes of dealers in making commit- 
ments for future deliveries, in spite of good crop pros- 
pects. The Federal Reserve agent of Boston reports that 
business was unusually dull in August but that "bank- 
ing and credit conditions in this district are satisfactory 
. . . and the stringency in the money market usual 
during the fall months should not be greater than that 
of last year." Chicago says that "the key to the whole 
situation is a dearth of liquid capital and restriction of 
bank credit . . . and there must be wholesale liquida- 
tion of the stocks resting in first hands." Minneapolis 
reports a " rising tide of business confidence based very 
largely on the favorable prospects for the crop." St. 
Louis reports a broadening of the downward price re- 
vision; Dallas is concerned at the further inflation of 
credit; and San Francisco is encouraged by the crop 
prospects. 
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